M NUTES

MONTANA HOUSE OF REPRESENTATI VES
57th LEG SLATURE - SPECI AL SESSI ON
JO NT HOUSE APPRCOPRI ATI ONS
AND SENATE FI NANCE AND CLAI M5

Call to Order: By CHAIR BOB KEENAN, SENATOR on July 24, 2002 at
8:00 AM, in Room 303 Capitol.

ROLL CALL

Menbers Present:
Rep. Dave Lew s, Chair (R
Rep. Edith Cark, Vice Chair (R)
Rep. Matt McCann, Vice Chair (D)
Rep. John Brueggenman (R)
Rep. Rosalie (Rosie) Buzzas (D)
Rep. Tim Cal | ahan (D)
Rep. Bob Davies (R
Rep. Stanley (Stan) Fisher (R
Rep. Dick Haines (R
Rep. Joey Jayne (D)
Rep. Dave Kasten (R
Rep. Christine Kaufmann (D)
Rep. Mboni ca Lindeen (D)
Rep. John Sinrud (R
Rep. Joe Tropila (D)
Rep. John Wtt (R

Menbers Excused: Rep. Donald L. Hedges (R)
Rep. Jeff Pattison (R

Senat e Menbers Present:

Sen. Bob Keenan, Chair
Sen. Ken Mller, Vice Chair
Sen. Tom Beck

Sen. Chris Christiaens
Sen. John Cobb

Sen. WIlliam Crisnore
Sen. Greg Jergeson
Sen. Bea McCarthy

Sen. Arni e Mhl

Sen. Linda Nel son

Sen. Debbi e Shea

Sen. Corey Stapleton
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Sen. Bill Tash
Sen. Jon Tester
Sen. M gnon Wt er man
Sen. Jack Wells
Sen. Tom Zook
Menbers Absent: None.
Staff Present: Jon Moe, Legislative Branch
Mary Lou Schmitz, Conmmttee Secretary
Pl ease Not e: These are sunmmary mnutes. Testinony and

di scussi on are paraphrased and condensed.

Comm ttee Business Summary: Joint Meeting, Senate Finance and
Cl ai s and House Appropriation

Senat or Bob Keenan, Chairman, called the neeting to order and
Roll Call was taken. C ayton Schenck, Legislative Fiscal

Anal yst, presented the budget analysis for the Special Session.
EXHI Bl T(aph-9a0l1) He tal ked about the budget shortfall, what the
projections are and what options the |egislature my have to deal
wit h.

M. Schenck referred to page 4, Legislative Projections, 2001
Session, saying the projected ending fund bal ance has declined by
$112 million, prior to budget reductions, leaving a deficit of
$58.3 mllion. Executive projections are side by side in Figure
2, page 5. The Executive in colum 1 shows alnost a $22 nillion
deficit. That is before legislative action. That |eaves a
shortfall of $49 million when you conpare it to the statutory

m ni mum endi ng fund bal ance as required by statute.

The |l egislative projection is $34.6 mllion conpared to the $22
mllion executive so there is a difference of $12.6 mllion as
shown and it is in the area of supplenental appropriations, pages
6 and 7. Supplenentals are always nore than antici pat ed.

There is a difference in the revenue estimates of $1.5 mllion.

M. Schenck expl ai ned the reasons for declining general fund

bal ances on page 8 and the conparison with other states on page
9. The options to resolve the problemare to adopt the plan the
executive has laid out and get to a fund bal ance that can be
lived with and figure priorities, page 11

M. Schenck referred to page 29, a summary of what has been going

on in other states. Many states are in special session now. The
mai n purpose of the staff is to give the commttee a perspective
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how ot her states have dealt wi th budget shortfalls and the
options they have used. Pages 30, 31 and 32.

The Executive Proposed Budget Plan is on page 33. The top of
page 35 highlights the executive proposals. Top of page 36

di scusses 12% of the reductions that would inpact paynents and
grants by the state. Reduced paynents for schools is discussed
in the second paragraph. There are sone potential |ong-term

i npacts, such as the shift that sone of the noney fromthe

hi ghway speci al revenue account, to cover general fund costs.
There are no |layoffs of state enployees intended in this.

A Sunmary Tabl e on Pages 40 and 41 lists all the executive
proposal s that add up to the $45 mllion. Mst of those will be
taken up in House Appropriations begi nning today while sone of
them are being referred to the Taxation Committee. Sone of these
proposal s are contingent on passage of other Bills.

Page 99 of the Report provides an outl ook into the 2005 Bi enni um

| ssues are going to be conplex. To a certain extent it will be a
difficult session. There will be 150 | egislators focused on
budget issues. Mst of themdon't work with issues these conpl ex
or spending reductions. The Governor directed $23 nmillion in
spendi ng reductions but they won't show up in HB 2.

Staff is prepared to assist the |egislators any way they can.

Questions fromthe Commttee: Rep. Lewis said, slightly over one
year ago, they had $176 mllion general fund bal ance. Now 14
nonths |ater we have a projected deficit of around $35 mllion.
This is such an extraordinary turnaround. M. Schenck said the

| egislature had to deal with a $200 million shortfall in 1986 and
the only reason they are not dealing with that now is because of
t hat surpl us.

In response to a question from Rep. Lindeen, M. Schenck said
they did know that there was a recession during the | ast session.
They knew it was comi ng. Mntana wasn't necessarily as inpacted
as nost states by that recession. The revenue estimates that
were put together last session did reflect an antici pated
exposure but the magni tude of what has happened certainly wasn't
anticipated. The projections the |egislature did were somewhat
conservative the |ast session.

Rep. Kasten explained that part of the problemin revenue
estimates was spendi ng beyond their neans.
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Sen. Zook referred to M. Schenck's figure of $7.5 mllion fire
suppl emental. Never has a figure been included for wild fire

costs in the budgeting. Basically, because they have no idea
what that will be and asked why that was added in? M. Schenck
said the |l egislature doesn't budget for supplenentals but he is
tracking where the potential shortfalls mght be. $7 million is
a conservative estimte. Sen. Zook said he isn't saying it's a
bad idea but it distorts the picture a little bit as conpared to
t he previous biennium by that anount.

Rep. Buzzas referred to M. Schenck's analysis regarding the
probl em of collections by the Revenue Dept. M. Schenck said
they had a systemfor collecting taxes that was different systens
for different taxes and what they have been trying to do is bring
that all together. There has been a real dedicated effort to
attenpt to make that systemwork. A lot of resources have been
made to deal with that so it has taken them away from what they
want to do. He feels the burden on that system has not had any

i npact on their collection of revenues outside the accounting
process.

Sen. Johnson referred to the cash situation. Currently, they
have i ssued short-termnotes or bonds on the cash situation in
the state. \What position are we in? Chuck Swysgood, O fice of
Budget Program and Pl anning, said they are | ooking at issuing
trends in the office because rates are very conducive to that.
That cash probably won't be needed until Novenber. About $125
mllion.

Sen. Beck referred to when the legislature left the |last regular
session, they were sonewhat in a deficit spending situation.
They were to use one-tine nonies to fund operating the budget.
Wth the budget cuts that the Budget Director is recomrendi ng,
are we commtted to address this deficit spending? M. Schenck
said they are dealing with reductions in state spending in FY

2000 and that is the second year of the budget. 1In terns of the
budget process, they budget on a base year, which is 2000, so

t hose expenditures of 2002 are still going to be in the base

| evel . Reductions have been taken.

Sen. Shea referred to M. Schenck's statistics, 21 states have
| ooked at their deficits and elimnated progranms. M. Schenck
said 21 states have done budget reductions and have dealt with
expenditures. Sen. Shea asked if we are part of that 21. M.
Schenck said they did not include Montana because they are just
comng into the session. Rep. Shea asked if he has any
statistics on states that are possibly dipping into rainy-day
savings as their situations arise? M. Schenck said 46 of the
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states do have rainy-day funds that are designed for that
specific purpose. Most of the states have that tool in place.

Rep. McCann asked M. Schenck if there were any antici pated one-
time revenues comng in, possibly Wrknen's Conp. Are there any
ot her dollars available? M. Schenck said they haven't
anticipated any. He doesn't know of any potential sources.

Sen. Cobb referred to pages 6 and 7, Supplenentals, Figure 3.
Should $12.6 mllion be added? M. Schenck said $11.8 mllion
shoul d be in addition.

Rep. Lindeen said they should be able to take that $18 or $20
mllion that is sitting in a liability fund and bel ongs to the
general fund anyway. Does that noney really exist and shoul dn't
we use that instead of cutting education. M. Swysgood w ||
answer that question when he nakes his presentation.

Sen. Christiaens referred to the Corrections' budget with an
approximate $9 mllion over-ride. Are we saying the Departnent
of Corrections, through the first fiscal year, did not have any
other plans or did they transfer noney fromthe second year of
the bienniumto the first year. An Al de fromthe Departnent
said this is just for 2003. The Departnent was able to mtigate
2002 shortfalls and make it through that fiscal year. There is a
proposal, just an LC nunber right now, to mtigate the $9
mllion. That will be brought forward in the special session.
The shortfall was made up in the first fiscal year by a few
pol i cy changes.

Sen. Waterman referred to page 45, saying there is an increase
for the Judiciary for two judgeships in Ravalli and Cascade
Counties. There is also a shortfall in the Suprene Court budget
for the inplenmentation of the transfer of the District Courts.

I s that cost accounted for anywhere, approximately $4 mllion
fromthe Supreme Court budget and is there a request this special
session for that? M. Schenck said the District Court issue has
not been addressed. There are concerns with an issue there and a
ot of efforts are being made to deal with that. Lynn Zanto said
there is a shortfall as a result of a Senate Bill. They have to
figure how nmuch to allow thembut that will not be dealt with in
t he speci al session.

Rep. Buzzas referred to the rainy day fund analysis in states and
are there special reserves set aside, allocated specifically for
t hese kinds of situations or are we tal king about funds simlar
to our Coal Tax Trust Fund? M. Schenck said the Coal Tax Trust
coul d be | ooked upon as a rainy day fund. It was established,
probably, for a different purpose. It was not established to
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deal with state budget deficits. It was established for future
bi enni a or future generations.

Chuck Swysgood, O fice of Budget and Program Planning briefly
went through his proposal. He thanked his staff and the LFD
staff. He inplenmented in June the 3 1/2%reduction across the
board. It is in effect now At the sane tinme people were
notified by the Revenue Departnent that there was an additi onal
shortfall of revenue that anpbunted to an additional $45 million
whi ch nade it inpossible for his office, under the statute to
make those types of reductions, so a special session was called
at that tine to address the additional shortfall. |1t has been a
difficult process but through this process, especially the first
round was nore service reduction related than the second round.
He was able to do nore the second round than he could the first
round with the noney that was avail abl e.

The cuts will be under $45 million now. He expressed the
severity of the shortfall that they are | ooking at when they go
t hrough the next biennium Right nowthe staff is instructed to
deal with the short term probl ens.

The plan includes a nunber of issues. There are the state-w de
reductions that, now that the two-day furlough is out, generates
about $6.076 mllion dollars. The other part of his proposal are
the adjustnents to HB 124. That was one of the last Bills that
came out of the session. Lots of tinme was spent on that Bill.

Sonme adjustnments were not made at the time the Bill was in its
final form Those adjustnments will be addressed during the
speci al session which generate about $2.67 mllion. They are the

gross percentage rates applied to | ocal governnents.

One-tine funding switches will generate about $14.183 mllion.
He read the fund transfers to the General Fund as |isted, pages
40 and 41. The total is around $44.8 mllion.

Questions fromthe Commttee: Follow up questions, observations
and concerns were offered by Reps. Lindeen, Jayne, Buzzas,

Fi sher, Kasten, Callahan, Sens. Shea, Waterman, Tester, Nelson,
Johnson, McCarthy, Zook, Cobb, Christiaens to Director Swysgood.

Senat or Keenan made announcenents and then adjourned the neeting.
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ADJ OURNVENT

SEN. BOB KEENAN, Chair

MARY LOU SCHM TZ, Secretary
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